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A SYMPOSIUM 


“CAN THE UNITED STATES ACHIEVE IN THIS GENERATION CONTINUOUS HIGH LEVEL EM- 
PLOYMENT WITHOUT EXPERIENCING A RISING PRICE LEVEL?” 


Because of the timely nature of this question and its great importance to the American people, the 
Atlanta Economic Review has solicited expressions of opinion on this vital issue from ten respected 


American economists. 
These are their views. 


Harlan M. Smith, Associate Professor of Economics, 
University of Minnesota: 


This is the most vital economic issue of our time. 
No one yet knows enough to provide a definitive 
answer, but more is known that bears on the answer 
than can be stated in a short space. I will confine 
my remarks to a few generalizations that are not 
highly controversial and a few that represent the 
present stage of my own thinking. 

(1) Altogether the experience of the past, though 
worth examining, is inconclusive with regard to the 
future’s answer to the question. 

(2) Uninterrupted high level employment can be 
achieved only by sufficiently high government ex- 
penditures; otherwise the private sector of the 
economy tends to generate at least minor and tem- 
porary fluctuations in employment, though these 
can be offset to a considerable extent by monetary- 
fiscal policy. 

(3) Inflation comes from either or both of two 
sources: excess demand or “institutionalized” up- 
ward pressure on “costs,” especially wage rates. 
The latter pressure is especially effective in the 
presence of the former (excess demand). Excess 
demand can come either from government expendi- 
sures or from a rise in the rate of private invest- 
ment above the level that can be financed by the 
saving forthcoming at full employment. Non- 
economic factors are of great importance in deter- 
mining what combination of these three will present 
inflationary threats at various times, and accurate 
prediction of these is impossible. 

(4) It is my personal opinion that inflationary 
pressure from private investment alone would be 
the easiest to restrain and that an inflationary rise 
in military expenditures is likely and presents the 
most difficult problem, partly because it tends to 
induce the other two inflationary pressures as well. 


The amount of inflationary pressure will probably 
be variable rather than constant. We know from 


experience much about how to deal with the excess 
demand component of inflation; experience has not 
yet shown us how best to deal with the “wage- 
push” component. How much inflation our genera- 
tion suffers may depend more, however, upon our 
willingness to use what we know to combat inflation 
than upon our lack of additional knowledge. 


(5) When excess demand threatens inflation, the 
remedy can lie only in the reduction of some groups’ 
demand, either in the government, business, or con- 
sumer sectors, for goods and services in general or 
for some specific things. Either the source of the 
excess demand must be eliminated or the real in- 
come of some other groups must be reduced. Mone- 
tary and fiscal measures can be adapted to this end. 
The problem of the future is whether the groups 
adversely affected and the public in general will 
accept variations in the pressures upon them from 
these measures in order that private investment and 
government may have periodically a larger fraction 
of the national output. In particular, the question is 
whether most restrictive measures will be met with 
effective opposition or be met by vigorous demands 
for higher income to offset the impact of any re- 
strictive measures, and whether business will com- 
pete by offering higher prices for the resources it 
wants in an expanding market. Since we have al- 
ready experienced such reactions, it is problemati- 
cal how well we will control inflation even when we 
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know how. Fighting the controls because they hurt 
someone does not, however, eliminate the hurt; it 
merely shifts it via inflation to groups with ac- 
cumulated dollar savings and others who cannot 
protect themselves and whom a wise economic 
policy would not leave unprotected against the 
ravages of inflation. It behooves every responsible 
politician who opposes an anti-inflation measure 
for the “harm” it does to say what demand he 
would reduce instead, and how. It is ultimately a 
matter of equity and social policy where excess de- 
mand is reduced. 

(6) Closely related to the above, but arising 
chiefly in connection with labor union pressures 
on wage rates, is the problem of making full em- 
ployment without inflation compatible with efforts 
of any group to improve its position in the income 
distribution. It would be inequitable to use the in- 
flation danger as an excuse to try to freeze any 
group’s income status; though the American sense 
of justice is also affronted by allowing any group 
to profiteer from an inflationary situation while 
restricting other groups sharply. The task of the 
future is to find a way to prevent inflation with- 
out denying any group the right to try to improve 
its status justly. Control of the money supply may 
be an important part of the answer, though the 
whole answer, if there is one, cannot yet be seen. 


* * * * * 


Sue N. Atkinson, Assistant Professor of Economics, 

Georgia State College 
of Business Administration: 

Over-full employment such as the United States 
has experienced during most of the post war period 
is undesirable as a long-run goal. Our employment 
target must leave room for: 

(1) Frictional unemployment, since elimination 
requires an excess of labor demand over 
supply with consequent upward pressure on 
wages; 

Unemployment in particular industries and 
regions associated with decline and expansion 
as the structure of the economy changes; 

Unemployment due to problems of pricing 
and structure in particular industries, rather 
than to a general decline in effective demand. 

Unemployment of types (1) and (2) can be 
shortened by better training and relocation pro- 
grams. All three types represent a functional use 
of unemployment to enforce needed change. Their 
deliberate elimination by general inflation can only 
obscure this need and will guarantee a steadily 
rising price level. 

Is there any reason to believe that a more modest 
high-level employment goal and price stability 
targets are incompatible? I think not. The opinion 
to the contrary errs in that it stresses concentra- 
tion on 100 per cent full employment, leaving prices 
and income to take care of themselves. The con- 


(2) 


(3) 





centration should be, rather, on stability of prices 
and a level of income that will of themselves bring 
about a reasonable employment goal. 


The chief fear seems to be that with any reason- 
ably high level of employment, union pressure for 
Wage increases in excess of the annual increase in 
productivity will force prices upward. This fear is 
based on our experience of the last 12 years, an 
unfortunate period on which to make such judg- 
ments. The wage-price spiral experienced since the 
war is a by-product of an unavoidably inflationary 
situation. A rise in prices when controls were re- 
moved was inevitable, given pent-up consumer de- 
mand and liquidity, and equally inevitable was the 
push-pull effect on cost and demand of efforts of 
organized labor to keep pace. The initial price rise 
preceded and set in motion this spiral; inflationary 
fuel had to be present to maintain it. Labor and 
other producer groups have been able to secure ad- 
vances in money income because, with steady ex- 
pansion of consumer buying power, firms could af- 
ford to pay—indeed, they could not afford to refuse 
to pay. 

Past periods have demonstrated that under con- 
ditions of relative price and income stability, pres- 
sure for increases in wages exceeding increases in 
productivity meet with firm opposition. If demands 
on the part of individual unions are forced through 
and unemployment results, it should not be elimi- 
nated by general inflation. This condition would fall 
under category Number 3. The idea that unions will 
push for higher wages in the face of a decline in 
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employment in that industry is, I think, much exag- 
gerated as is union-enforced inflexibility of wages 
downward. 


The prime requirement is, of course, wisdom in 
handling fiscal and monetary weapons so as to 
avoid wide, cumulative swings in income and prices. 
With reasonably high employment as a goal, with 
good timing and adequate policy flexibility, and 
with economic rather than military or political con- 
siderations paramount, it surely is possible to have 
both price stability and a high level of employment. 
The alternative is to argue that a free enterprise 
economy must choose between massive unemploy- 
ment and massive inflation, a view to which I think 
few of us would subscribe. 


* * * * x 


James E. Hibdon, Associate Professor of Economics, 

Georgia State College 
of Business Administration: 

Over the past quarter century significant ad- 
vances have been made by economists in under- 
standing the operation of our economy. Although 
much remains to be learned, one may be reasonably 
optimistic that the question can be answered af- 
firmatively—that it is within our power to attain 
the dual goals set forth in the question. Their 
achievement will not come automatically, but only 
if deliberate action is taken to form and implement 
policies that will promote their attainment. 

It is obviously impossible to present the gamut of 
policies that are required, but allusion may be made 
to certain ones necessary to create the appropriate 
environment for success. First, positive efforts 
must be made to create monetary stability. At pres- 
ent, this is largely the province of the Federal Re- 
serve System, which must be given the independence 
it has often lacked in the past score of years to 
exercise its powers in this direction. Even if this 
is done, it will not be sufficient because of inherent 
weaknesses in the control ability of the System, 
weaknesses which much be compensated for by sup- 
plementary efforts of the Federal government. More 
specifically, Congress must assume a greater respon- 
sibility for monetary stability by exerting through 
appropriate fiscal policies the monetary powers re- 
siding in any sovereign authority. 

Second, the Federal government must strengthen 
its efforts to maintain the flexibility of the economy 
necessary for it to adjust to changing circumstances, 
a flexibility in prices, costs, output, and resource 
use and mobility. This will necessitate some re- 
direction of policy in regard to agriculture, busi- 
ness, and labor to eliminate rigidities that presently 
hinder adjustments necessary in a dynamic econ- 
omy. It also will require a more definite recognition 
of the problem of the security of the individual as 
a potential »iock to adjustment. Our economic sys- 
tem requires transitional unempivyment as the econ- 
omy adjusts to change, a perpetual element in a 
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dynamic economy and an inevitable companion of 
progress. ihe cost of that unemployment is a cost 
of using the system and should be borne by society, 
not the individual. 


To say that it is possible to adopt appropriate 
policies that will permit attainment of high-level 
employment and price stability does not assure suc- 
cess. The critical issue is whether or not it will be 
done. Are individuals, economic grouns, and Con- 
gress willing to pay the price which achievement of 
the goals requires? Is Congress willing to assume 
responsibility for implementing necessary policies 
in the face of the strong political pressures that will 
arise? In effect, it must create a climate of stability 
that forces the burden of adjustment on individual 
segments of business, labor, and agriculture and re- 
quires them to be accountable, both employment- and 
profit-wise, for their decisions. It must limit the 
agglomerations of economic power over the mar- 
kets that have developed. It must assume responsi- 
bility for a stabilizing fiscal-monetary policy, heed- 
less of the perennial twin cries for reduced taxes 
and more spending. It must ignore the demands for 
inflation by particular groups who wish to be re- 
lieved of the economic consequences which stability 
has placed on them for their ill-advised actions by 
shifting those consequences to others through infla- 
tion. Specifically, inefficiency and _ irresponsible 
pricing of products or services by business firms or 
labor groups possessing monopolistic power will be 
revealed in the form of business losses and unem- 
ployment. These acts will not be concealed by an 
inflation which shifts the effect to a tax on the 
economic welfare of more competitive or fixed in- 
come groups. 

Political realities being what they are, it is doubt- 
ful that Congress can withstand the pressures of 
special interest groups. It is especially doubtful 
when coupled with the current prevalence of the 
notion that a little inflation annually will insure 
high employment and with the obscuring of effects 
and responsibilities for actions that inflation causes. 
Although recent statements by leaders in labor, 
business, and agriculture indicate a growing will- 
ingness to put the social above the particular wel- 
fare and tend to provide the support Congress would 
need, they are inadequate as a basis for real opti- 
mism. One may expect, therefore, some degree of 
continuous inflationary action as the course of least 
resistance is followed. By itself, this will not assure 
high-level employment, and it is possible that some 
structural changes in our economic system may 
occur as the government, in devising expedients to 
cope with the unemployment problem, expands its 
sphere of influence and control. 

* cs * * * 


Henry Oliver, Professor of Economics 

Indiana University: 

Continuous high-level employment without a 
rising price level appears to be highly improbable. 








Prosperity and price inflation are not inseparable, 
but it is too much to expect that brisk demand for 
goods and labor will always, or nearly always, be 
accompanied by conditions permitting price stabil- 
ity. Some persons have derived hope from the stable 
retail prices experienced during 1925-29 and 1951- 
55. Within recent decades, however, these two pe- 
riods have constituted exceptions to the general rule, 
and the absence of inflation during them seems 
attributable to special circumstances. Both were in- 
terrupted by brief, minor recessions (1927 and 
1954), and both were characterized by agricultural 
price declines. Price stability during 1951-55 seems 
also in part attributable to speculation’s having 
compressed the inflationary rise into a period of a 
few months during 1950-51. Moreover, even if pe- 
riods like 1925-29 and 1951-55 could be experienced 
more frequently, the general conclusion stated above 
still holds. If we have price stability during some 
prosperous periods and price inflation during 
others, the price trend during prosperity is upward. 

Thus, unless the price rises that occur during 
some prosperous periods are matched by price falls 
that occur during recessions, the general trend in 
prices will be upward. Indeed, the trend is likely to 
be inflationary unless we experience fairly deep and 
fairly long recessions. The dips in 1949 and 1954 
had little effect upon retail prices, and even the 
major downturn of 1937-38 did not push down 
prices very far. Strong labor unions, agricultural 
price supports, and oligopolistic and other “ad- 
ministered” prices in industry form major barriers 
to price-level declines. 

Perhaps the major reason why high-level employ- 
ment often brings about inflation is that a dynamic 
economy requires frequent shifts in the allocation 
of resources. Within a private enterprise economy 
these shifts very often require changes in price 
ratios; and, when there are strong barriers to price 
reductions, changes in price ratios most frequently 
take the form of some prices rising while the others 
remain constant. The best hope of the economy’s 
making the necessary reallocations and yet avoiding 
inflation is a favorable pattern of technological 
change; i.e., one which causes changes in “real 
costs” to offset higher resource prices in the ex- 
panding areas. 

Pressure brought by labor unions to increase 
wage rates more rapidly than productivity may be 
a second cause of price inflation. However, statisti- 
cal studies of union and non-union wage rates pro- 
vide more evidence to question than to support this 
thesis. 


* * * * * 


Sterling H. Schoen, Professor of Management, 
Washington University: 
Large labor unions, large business units, and big 
-government will create problems in maintaining a 
stable price level during periods of peace-time full 
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employment.! 

Labor unions are very large and very powerful. 
They continue to pursue on many fronts the social 
objective of obtaining a larger share of national 
income for their members. In pursuit of this ob- 
jective, unions negotiate both wage increases and 
non-cash benefits which raise costs. In some indus- 
tries these increases are absorbed through increases 
in productivity. However, in the many important 
segments of the economy where productivity has not 
risen, wage increases result in higher prices. 

Wage increases provide an initial fillip to prices, 
the effect of which tends to wane in many indus- 
tries as productivity absorbs the initial impact upon 
costs. However, a recent innovation, the escalator 
clause, tends to reduce the opportunity for increased 
productivity to operate to hold down prices. The 
initial increase in prices resulting from a new wage 
contract tends to be perpetuated through the cost- 
of-living adjustment which is tied to price levels. 


Productivity adjustments constitute another im- 
portant force tending to push up the price level. 
To the degree that productivity adjustments are 
negotiated with large pattern-setting companies in 
important industries, these adjustments are more 
or less reflected in all wage negotiations. Further, 
since increases in productivity do not proceed 
smoothly from firm to firm or industry to indus- 
try from one year to another, further pressures 
upon the price level develop. 

Large business organizations which are able to 
calculate the impact of their pricing policies upon 
their costs and profits make it more difficult to 
maintain a stable price level. To these firms pres- 
sures for wage increases by powerful labor unions 
constitute another cost factor to be reckoned with. 
They adjust prices and level of output to maximize 
profits under the new labor cost situation. (We 
may even experience the phenomenon of simultane- 
ously rising prices and rising unemployment under 
such a situation.) 

Our economy has experienced a rising price level 
during the past five years in spite of the fact that 
the administration in Washington is committed to 
a policy of economic stability. A government sensi- 
tive to pressure groups finds it most difficult to 
resist pressures from business, labor organizations, 
and other interested groups to maintain a high 
level of employment through various fiscal policies 
which may in themselves exert strong inflationary 
pressures. 

In conclusion, I believe that large labor unions, 
large business units, and a big government will 
make it virtually impossible in the long run to 
maintain a stable price level while maintaining a 
continuous high level of employment. 


* * %* * * 


1. Full employment is defined to mean no more than four per cent 
of the labor force unemployed. This condition has existed every year 
Since 1943, excepting 1949, 1950, 1954. 
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Albert Griffin, Associate Professor of Business 
Administration, 

Emory University: 

This indeed is a 64 billion dollar question and one 
that should be of direct interest to every citizen. Its 
answer depends in part upon the definition of “‘con- 
tinuous high-level employment.” Without discussing 
in detail the problems of definition and measure- 
ment that are involved, high-level employment for 
the United States may be defined as employment of 
from 96 to 97 per cent of the labor force. In other 
words, high-level employment would exist as long 
as unemployment did not exceed 4 per cent of the 
labor force. In this connection does the word “con- 
tinuous” mean that the level of unemployment 
should never exceed the limit of 4 per cent, even on 
a temporary basis? I would not consider the concept 
of continuous high-level employment to be violated 
if unemployment reached as much as 5 or 6 per 
cent for short periods of time or on a seasonal basis. 

Next, the phrase “without experiencing a rising 
price level’ should be clarified. ‘Price level” refers 
to an average level of prices, such, for example, as 
the B.L.S. consumers price index, and not to individ- 
ual prices. Furthermore, the phrase should not re- 
quire that all fluctuations in the price level be pre- 
vented, but only that fluctuations be kept within 
narrow limits. I do not mean by this a continuous 
rise of 2 to 3 per cent per year. Another problem 
concerns the selection of the particular level of 
prices to keep stable. Also, a stable consumers price 
level might conceal changes in other groups of 
prices and relationships between prices that would 
make the price index selected a false measure of 
stability. 

Even within these limits a number of problems 
remain. First, as already indicated, during a period 
of high-level employment and stable prices it is pos- 
sible for maladjustments to develop which may 
cause a break in both prices and employment. Sec- 
ond, the activities of many special interest groups 
in labor, business, and agriculture, as well as wel- 
fare activities of government, tend to work in the 
direction of increased spending, with resulting up- 
ward pressures on costs and prices. Third, long be- 
fore “high-level employment” is achieved, bottle- 
necks appear in certain scarce labor categories 
which the imperfectly competitive nature of our 
economic system does not succeed in eliminating 
successfully, and these contribute to upward pres- 
sures on costs and prices. 

It might seem, in view of the many difficulties 
cited, that the achievement of the goal of high-level 
employment with stable prices is unattainable. To 
achieve such a goal would mean solving the prob- 
lem of business cycles, which we have never been 
able to do. Certainly, the more strictly the terms 
are defined, the more impossible the objective be- 
comes. Given a reasonable definition of high-level 
employment and price stability, and recognizing the 
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difficulties involved, however, I believe (at least 
I hope) that our knowledge of the tools of monetary 
and fiscal policy makes the attainment of such a 
goal economically possible. Whether it will be politi- 
cally attainable is another question. 

* * * * &* 


George J. Malanos, Professor of Economics, 

Georgia State College 
of Business Administration: 

This question must be faced in relation to the 
conditions of economic growth. 

Economic Growth, The Rate of Investment and 
Full Employment 

In recent years considerable emphasis has been 
placed on the theory of economic growth, and sev- 
eral alternative schemata have been presented lay- 
ing out the necessary and sufficient conditions. The 
mechanism for establishing a dynamic equilibrium 
may be summarized as follows. Equilibrium implies 
the intersection of the aggregate supply or output 
function and the aggregate demand function. In any 
long run analysis output must be considered a func- 
tion of employment and of capital, and the func- 
tional relationship must allow for changes in tech- 
nique. The aggregate demand function is composed 
of aggregate consumption, private investment, and 
governmental expenditures. If consumption is a func- 
tion of income and of some trend factor (to allow 
for secular changes) and if governmental expendi- 
tures are considered as an exogenous factor, then 
private investment assumes an all impressive role 
in the determination of income and employment. 
The condition for dynamic equilibrium is that vol- 
untary private investment is forthcoming in the 
right amount and at the right time sequence to 
equal the time flow of social savings. 

Dynamic equilibrium does not ipso facto insure 
full employment of capital and labor. Equilibrium 
positions are compatible with alternative levels of 
employment. If “full employment” or a “high level 
of employment” is considered a social desideratum, 
then equilibrium must meet some additional condi- 
tions. Voluntary investment has a dual effect: from 
the demand side it generates purchasing power in 
the familiar fashion of the multiplier; from the 
supply side it generates productive capacity. It en- 
ables society to produce more goods in the future. 
There is no necessity for all rates of investment or 
capital accumulation to insure “full employment” 
equilibrium. On the contrary, under certain well de- 
fined conditions’ only one of these rates may insure 
such a result. The maintenance of a continued state 
of full employment requires that investment and in- 
come grow at a constant relative rate numerically 
equal to the marginal propensity to save times the 
average productivity of investment. An additional 
condition must also be present. The monetary au- 
thority must see that the quantity of money is 





2. E. Domar, Essays in the Theory of Economic Growth (Oxford, 
1957), pp. 74-79. 
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increased pari passu so as to avert deflationary 
pressures. Thus, theoretically, price stability be- 
comes one of the conditions of a full-employment 
dynamic equilibrium. 

The question is whether or not the economy ca 
for any prolonged period of time maintain such a 
pace in investment activity without lowering the 
marginal productivity of capital below the effective 
rate of interest. We can count on technological dis- 
coveries to lift the entire schedule of capital pro- 
ductivity, but would this element be strong enough 
to offset the downward effect of capital accumula- 
tion? No one can really answer this question, espe- 
cially for as long a period as one generation. 
Growth Employment and the Price Level 

Having considered price stability, I would like to 
explore further as to whether deflation or inflation 
are compatible with a growth economy and a rela- 
tively high level of employment. There is reasonable 
agreement among economists that not only “ru.- 
away” but even a “mild” deflation has dire con- 
sequences on the functioning of the economy. The 
investor must, under deflationary conditions, add 
to the market rate of interest on borrowed capital 
a deflationary coefficient. It is very improbable that 
an expanding level of investment can be sustained 
under such conditions. Beyond that, the perennial 
lag of wages behind prices will soon force em- 
ployers to reduce employment, and further post- 
ponement of expenditures in anticipation of price 
reductions will undoubtedly lead to very low levels 
of employment, and will necessitate State action of 
the most direct form. Deflation is therefore incom- 
patible with economic growth and a high level of 
employment. 


Runaway inflation is likewise incompatible with 
economic growth because it impairs two funda- 
mental functions of money: to serve as a store 
value and as a means of deferred payments. A 
country faced with runaway inflation gradually 
loses all confidence in the national currency and 
will have to shift its liquid assets to some other 
form or good, thus jeopardizing the money and the 
savings and investment mechanisms. The final 
question is whether a high level of employment can 
be sustained under a “mild” inflation, let us say 
an inflation in the neighborhood of one or two per 
cent per annum. This is particularly important be- 
cause this is the current state of affairs in the 
United States, and in my opinion is a situation 
which will continue for some time due to the strong 
upward pressures arising from labor union wage 
demands and wide credit elasticity of the banking 
system. This inflation may be interspersed with de- 
flationary spells of short duration. We must, there- 
fore, consider a mild inflationary process sustain- 
ing itself over relatively long periods. How would 
such a tendency effect the all important savings and 
investment process? If savings is either interest in- 
elastic or at least not very sensitive to real interest 
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rate changes, savings will keep on forthcoming at 
an ever increasing rate because of the impact of 
rising real income. The investor on the other hand 
will be favorably affected by “mild” inflation, in 
so far as he borrows to finance his investments. 
The real interest he will have to pay will be the 
difference between the market rate and the infla- 
tionary coefficient. Consequently, a mild inflation 
may be a significant factor in keeping aggregate 
private investment sufficiently high to equal the 
generated social savings at the right time sequence. 
This analytical conclusion fails to provide an answer 
for the socio-economic consequences of inflation: 
the penalty imposed on those segments of popula- 
tion that either have a fixed money income or are 
claimants and holders of money assets. This is a 
separate issue which cannot be answered within the 
confines of this paper. 

In conclusion, long-run high level employment is 
compatible with either price stability or a mild in- 
flation; however, in view of the institutional factors 
mentioned above, the second alternative is more 
likely. 


* * * * * 


Clarence E. Philbrook, Professor of Economics, 

University of North Carolina: 

It is of course a matter of mere arithmetic that it 
is technically possible to have “continuous high-level 
employment” even though the price level is not ris- 
ing: if there be maintained an aggregate demand 
which will just, but no more than, take off the mar- 
ket all goods offered without a lowering of the 
average price, then the assurance of full employ- 
ment requires nothing but the avoidance of too high 
an average money wage rate; and, given technologi- 
cal advance and capital accumulation of the sort 
to which we have become accustomed, the maximum 
appropriate money wage rate and real wage rate 
will tend to rise from year to year. 

The crucial aspect of the question is this: “Is ‘the 
United States’ willing ... ?” To be willing must 
mean, in this context, to stand ready to bear the 
costs, whether real or merely apparent, of doing so. 
In this sense the best guess is that we cannot and 
shall not have high-level employment without 
inflation. 

Currently the overwhelmingly popular version of 
the problem consists of the question whether or- 
ganized labor will by unduly upward-pressed money 
wage rates bring about inflation. There are two 
types of thought as to how the higher wage rates 
might have the inflationary effect. Each requires 
comment. 

The first thought is that because higher wage 
rates mean higher costs, they will assure the typical 
inflationary condition—rising prices (and, im- 


plicitly, full employment). Space limitations pre- 
clude unraveling the tangle of loose thinking which 
permits the notion that a theoretical basis for any 
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such conclusion has been laid. A few suggestions 
must suffice. The argument does not approach re- 
spectability, of course, unless attention is addressed 
(although it often is not) to accompanying mone- 
tary phenomena. Without the establishment of a re- 
sulting increase in either tie quantity or the veloc- 
ity of money, only one conclusion is possible: if 
prices rise at all, the number of units of goods taken 
by buyers will be fewer and employment lower: the 
result to expect is a decline of investment, a fear- 
inspired decrease in the velocity of money, and a 
more or less typical downswing in output and em- 
ployment, which might indeed develop so fast that 
the price rise would never appear. 


In the second (and less usual) type of thought, 
in which the monetary phenomena are faced, the 
most typical argument is some equivalent of the 
proposition that the higher wage rate will result 
in a higher velocity of money (it ought to be added, 
of sufficient degree). There is space here only to 
assert that such a statement flies in the face of any 
coherent monetary theory, and in a sense that im- 
plies rejection of the basis of the theory of demand 
in general. I conclude that the ability of organized 
labor to overpress wage rates does not by itself tend 
toward inflation. 

The respectable thought is, of course, a political 
one. If the social contract guarantees not merely an 
aggregate demand permitting full employment, but 
full employment itself, then politicians will rush to 
forestall even a small amount of even temporary 
unemployment by means of increasing the quantity 
or the velocity of money. This practice involves 
guaranteeing a higher price level to accommodate 
an overpressed average wage rate if it occurs—and 
of course, more or less continuous inflation in a 
world of downwardly rigid wage rates. 


I conclude that the United States cannot, because 
it is not willing to, have high employment without 
inflation. The most fundamental reason is an essen- 
tial rejection of the price system. The most com- 
pelling immediate reason is a determination (a) to 
regard as appropriate any wage rate which the 
strategic position of a collectively bargaining group 
brings about, while (b) tolerating no unemploy- 
ment. A sane society would guarantee nothing more 
than a money flow adequate to purchase a full- 
employment output at a constant price level. 

It will be retorted that organized labor may be- 
come “responsible” and permit a stable price level. 
It will not, however public-spirited its leaders may 
be: means are not available to them for judging the 
appropriateness of a particular act of abstention, 
as long as the tenets fundamental to the movement 
are maintained; it is not to be held against them 
that as yet, in general, such an idea has eventuated 
in little or nothing but talk. 

To blame much of our post-war inflation on up- 
ward-pressed wage rates would be folly. The avoid- 
able part of it is to be accounted for much more in 
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terms of vote-buying and the lack of a genuine 
monetary policy. However, if I am to be so foolish 
as to guess the future, my guess must be as in- 
dicated. The outc-me is not inevitable; even straight 
talk from economists might turn the tide. 


* * * * * 


Donald Paden, Associate Professor of Economics, 
University of Illinois: 


Whether or not the United States in the years 
ahead achieves continuous high level employment 
without experiencing a rising price level is a mat- 
ter for conjecture. Common sense leads us to believe 
that if the forces impinging upon the economy in 
the next ten years are like those which have deter- 
mined the course of events during the past ten 
years we may expect full employment with rising 
prices. 

Before generalizing too hastily, however, we may 
profitably examine two questions. Are the price in- 
creases of the past ten years the result of some 
special and peculiar circumstance not directly as- 
sociated with full employment, and hence is this 
experience of the recent past unlikely to be relevant 
for the future? Or, alternatively, has the inflation 
of the past ten years been so intimately connected 
with full employment that the forces involved are 
inseparable, and hence is inflation the normal ex- 
pectation of a full employment world? Without an 
exhaustive examination of monetary theory and the 
events and institutions of our economy, answers to 
these questions must remain somewhat vague. An 
elementary understanding of the nature of infla- 
tion, however, may at least get our inquiry started 
in the right direction. 


Inflation is the consequence of an increase in 
effective demand under circumstances where it is 
not possible to increase output—a condition famil- 
iarly associated with full employment. The villain 
of the piece — the increase in effective demand — 
may originally arise from a number of circum- 
stances, of which deficit spending by governments 
and investment (financed by the expansion of bank 
credit) are perhaps the most obvious. 


Given such an increase in effective demand, with 
full employment, the normal working of the pricing 
mechanism results in a price rise sufficient to 
equate the value of output to the purchasing power 
in the hands of the public. Some groups in the 
economy consequently find that their real incomes 
have decreased. In effect, the pricing process ra- 
tions the fixed output among groups in proportion 
to their purchasing power. The unfortunate indi- 
viduals who were not among those whose income 
increased find themselves holding the bag. If these 
people are willing to accept their new and inferior 
position (or are unable to do anything effective 
about it) the price rise soon exhausts itself. This 

(Continued on page 10) 
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Of a 
ITEM November October % November % ar 
1957 1957 Change 1956 Change a... 
EMPLOYMENT | | 
Job Insurance (Unemployment) | | | | 
SI, iia nin aletnmmtnamineienn | $396,586 | $548,127 | —27.6 $249,718 | +58.8 +55.5 
Job Insurance Claimants} ______- 6,610 | T Jae | —14.4 3,718 | +77.8 + 43.9* 
Total Non-Ag. Employment __--_-- | 346,600 | 344,150r + 0.7 346,350r + 0.1 + ia 
Manufacturing Employment _---- 87,100 | 85,250r | + 2.2 | 90,800r — 4.1 — O7* J P 3 
Average Weekly Earnings, | | | 
Factory Workers ___________- $81.00 $72.01 | +12.5 $77.49r + 45 + 4.8* 
Average Weekly Hours, | 
Factory Workers ___________-_ 40.5 38.1 | + 63 | 41.0 — 1.2 — 1.4* 
Number Help Wanted Ads ______ 6,852 8,211 —16.6 | 9,687 —29.3 —10.9 
CONSTRUCTION | 
Number of Building Permits§ ____ | 542 623 ~13.0 | 647 | —162 ~20.1 
Value Building Permits§ ________ | $2,833,539 | $3,141,853 — 9.8 | $5,136,245 —44.8 —12.4 
eke | 19,700 20,300 | — 3.0 | 18,800r | + 4.8 ~ 12° 
FINANCIAL& | | 
Bank Debits (Millions) __________ |  $1,546.7 $1,662.4 —7.0 | $1,506.5 + 27 + 5.4 
Bank Deposits (Millions) | | | | 
(Last Wednesday) __________- | $1,087.0 $1,091.1 | — 0.4 $1,084.7 + 0.2 + 0.2** 
POSTALSS | | 
Postal Receipis ............... | $1,500,979 | $1,498,446 | + 0.2 | $1,557,230 — 3.6 + 5.0 
Poundage 2nd Class Mail _._____ 1,207,548 | 1,398,679 | —13.7 | 1,414,495 | —14.6 + 7.4 
OTHER | | | | 
Department Store Sales Index | | | | 
(Adjusted, 1947-49=100) _____ | 154 138 | F116 | 156 — 13 + 2.0] | 
Retail Food Price Index 
(1947-49=100) _.__._______- 113.2 114.0 — 0.7 110.4) + 2.5 | + 2.5** 
Number of Telephones in Service__ 301,080 302,061 — 0.3 286,317 +5.2 | + 5.2** . 
r—Revised *Average month **End of period §—Based on retail dollar amounts 
§City of Atlanta only. N. A.—Not Available AData from members of the Federal] Reserve System only. 


7Claimants include both the unemployed and those with job attachments, but working short hours. 
Sources; All data on employment, unemployment, hours, and earnings: Employment Security Agency, Georgia Department of Labor; 
Number Help Wanted Ads: Atlanta Newspapers, Inc.; Building permits data: Office of the Building Inspector, Atlanta, Georgia; 
Financial data: Board of Governors, Federal Reserve System; Postal data: Atlanta Post Office; Retail Food Price Index: U. 8. 
Department of Labor; Department Store Sales Index: Federal Reserve Bank of Atlanta and Board of Governors, Federal Reserve 
System; Telephones in Service: Southern Bell Telephone and Telegraph Company. 
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In spite of the fact that several types of activity 
are slipping downward, the much discussed ac- 
celeration of the downturn in economic activity has 
not made itself clearly evident in the statistics for 
the city of Atlanta available at the end of Decem- 
ber. In fact, the month of November saw encourag- 
ing improvement in some important phases of the 
local economy. A look at the various series which 
are indicative of the economic health of Atlanta 
shows little in the way of a decisive change in the 
sideways movement which has been under way for 
the past few months. 

The employment picture seemed somewhat bright- 
er in November. Improvement was scored in every 
employment series except construction employment, 
which was off 3.0 per cent from the October level. 
Total nonfarm employment increased 2,450 to total 
346,600 for the month of November, up just less 
than one per cent. Manufacturing employment in- 
creased 1,850 in November to total 87,100, up 2.2 
per cent over October. Average weekly hours in- 
creased to 40.5 from 38.1 in October, and average 
weekly earnings rose from $72.01 in October to 
$81.00 in November. The demand for labor, as 
measured by the number of help wanted ads in At- 
lanta newspapers, was somewhat improved for the 
month of November, after adjustment was made 
for seasonal factors, even though the actual num- 
ber of ads was 16.6 per cent below the October 
figure. 

Improvement was also noted in the amount of 
job insurance payments as well as in the number 
of claimants for job insurance payments. At $396,- 
586, job insurance payments were 27.6 per cent be- 
low October, and the 6,610 new job insurance 
claimants were 14.4 per cent less than the previous 
month. Also encouraging is a report made December 
22 by Chairman T. M. Forbes of the Advisory Coun- 
cil to the Georgia Department of Labor, Employ- 
ment Security Agency, in which it was pointed out 
that, while insured unemployment in the nation is 
4.1 per cent at the present, in Georgia it is running 





ACTIVITY 


only 3.6 per cent. In some states it is as high as 10 
per cent. 

A warning that this is not the whole picture, how- 
ever, was contained in a statement made just a few 
days earlier by Fulton County Welfare Adminis- 
trator Wellborn Ellis to the effect that during No- 
vember there were 1,011 applications for financial 
assistance filed with the County Welfare Depart- 
ment. During October 878 applications were filed, 
and during November of 1956 a total of 863 were 
filed. This, as Mr. Ellis pointed out, might well be 
indicative of rather rapidly growing unemployment 
in the Atlanta area not reflected in other figures. 

The number of building permits for the city of At- 
lanta fell 13.0 per cent from the October figure. At 
542 for November, the level was 16.2 per cent be- 
low November 1956, and the total for the eleven 
months of 1957 was 20.1 per cent below the first 
eleven months of 1956. The value of the construc- 
tion for which these permits were issued was also 
down. The total for the month of November was 
$2,833,539, down 9.8 per cent from October and 
down 44.8 per cent from November 1956. The total 
for the first eleven months of 1957 was down 12.4 
per cent from the same period of 1956. Construction 
employment has not been affected quite so much, 
being off 3.0 per cent from October, up 4.8 per 
cent from November 1956, and off 1.2 per cent for 
the eleven month period of 1957 over the same 
1956 period. 

The department store sales index for the month 
of November, after seasonal adjustment, stood at 
154 (the 1947-49 average is 100), up 11.6 per cent 
from October and just two points in the index be- 
low November 1956. For the four week period end- 
ing December 21, department store sales were up 5 
per cent in Atlanta over the corresponding four 
week period in 1956. Only two other of the major 
cities in the Sixth Federal Reserve District, Miami 
(+4 per cent) and Tampa (+28 per cent) showed 
any gain at all, and the increase for the Sixth Dis- 
trict for the period was one per cent. 
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A SYMPOSIUM 


(Continued from page 7) 


passive acceptance of a lowered standard of living, 
however, does not seem to be typical. Strategically 
situated or monopolistically powerful groups of em- 
ployees and employers seek to recoup their losses by 
the simple expedient of raising the prices of what 
they have to sell. The working of the pricing mech- 
anism thus is temporarily thwarted and price rises 
continue until someone, somewnere, becomes willing 
to accept a sufficient cut in real income to equate 
supply and demand. Inflation, meantime, may make 
additional deficits on the part of the government 
more urgent or additional borrowing on the part of 
business (to bring investment projects to comple- 
tion) an absolute necessity. Thus inflation feeds 
upon itself and the generation of price increases 
becomes cumulative. 


The much over-simplified process which has just 
been described is not an unrealistic description of 
what has happened in the past ten years. During 
this period, the government debt has risen by about 
20 billion dollars, bank loans have increased by 
roughly 50 billion dollars, and consumer prices have 
gone up by 18 per cent. The remedies which are 
usually prescribed for such a situation—government 
surpluses and tight money—must be used with great 
care for fear that their application may have dis- 
astrous consequences upon employment. As the 
present recession so aptly illustrates, there is 
danger of killing the goose that lays the golden 
eggs. 

Institutional arrangements in our economy make 
it difficult to be sure that “exactly the right 
amount” of purchasing power is distributed to ab- 
sorb total output, no more and no less. Therefore, 
if high levels of employment are maintained during 
the next generation, it seems likely that there will 
sometimes be situations in which there is an excess 
of effective demand. Indeed, it sometimes is sug- 
gested that the maintenance of full employment may 
require just such an excess of demand. Under these 
conditions the traditional pricing mechanism will 
operate as usual to bring about equilibrium at a 
higher price level. Nor is there anything in the cur- 
rent situation which suggests that the various 
groups in our economy which in the past ten years 
have offered such effective resistance to the ad- 
justments called for to equate supply and demand at 
a stable price level will be less effective in demand- 
ing and obtaining higher prices and higher wages. 

Finally, it should be noted that the preceding dis- 
cussion is predicated upon a very big if—“if high 
levels of employment are maintained .. .” The cur- 
rent recession may foreshadow what lies ahead. The 
present down-turn is surprising only in its tar- 
diness. The basic forces at work have been apparent 
for many months. Nor does it seem likely—barring 
some new international crisis—that there will be 
an immediate revival and a resumption of what has 


too complacently been called “routine prosperity.” 
While this is the case, of course, consideration of a 
rising price level will be of more academic than 


practical concern. 
* * * * * 


Walter S. Buckingham, Jr., Professor of Economics, 

Georgia Institute of Technology: 

The United States can have full employment with- 
out inflation. The question is, “Will it?” 

Inflation is caused by an excess of demand over 
the supply of goods and services available. Too 
many dollars chasing too few goods causes prices 
to rise. Three sources of inflation are consumers, 
businessmen, and government. Consumers may 
spend too much, saving too little. Easy credit, en- 
couraging unwise consumption, contributes to in- 
flation from this source. 

Business expansion also causes inflation. Firms 
may invest more in new plants and equipment than 
consumers save, causing excess demand. In spite of 
a $1.6 billion government surplus last year prices 
rose 3 per cent. The main cause was in:a “demand- 
pull’ not a “cost-push” of labor on wages and hence 
prices. Charles Wilson, former GM president and 
Defense Secretary put it this way, “It is not pri- 
marily wages that push up prices. It is prices that 
pull up wages.” This conclusion was also reached 
by the recent Congressional investigation into in- 
flationary causes. It was found that many business- 
men expect continued economic expansion so they 
set prices to attain a predetermined profit level that 
anticipates not only wage increases but the costs of 
new plant expansion. Our experience with “admin- 
istered prices” has been that such prices rise more 
readily than they fall. 

Finally, government is a cause of inflation. Every 
time the government spends more than it collects 
in taxes it must borrow the difference, increasing 
the national debt and thus feeding the fires of infla- 
tion. This is a worse kind of inflation than that 
caused by business expansion because most private 
investment spending leads to new capacity to pro- 
duce consumers goods, thus ultimately defeating the 
very inflation it causes with a flood of goods later. 
Most government spending does not lead to further 
consumers goods production, although government 
research expenditures may. 

Governments habitually show more willingness to 
stimulate falling prices than to arrest rising prices, 
undoubtedly because falling prices hurt organized, 
politically-active producer groups in industry, la- 
bor, and agriculture, while the burden of rising 
prices is largely on unorganized consumers. Furth- 
ermore, large defense, educational, and other neces- 
sary expenditures are more popular than the taxes 
to pay for them. Congressmen say they get ten 
letters from people demanding more government 
spending for specific purposes for every letter pro- 
testing the national budget; and, of course, hardly 
anyone ever advocates higher taxes. 
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Full employment also has inflationary potential- 
ities. Even in prosperity there are depressed indus- 
tries and pockets of unemployment. Since the re- 
spending of money channeled into these areas can- 
not be localized, but spreads like ripples to other 
areas, it is difficult to correct local unemployment 
problems without causing inflation elsewhere. Also, 
the labor market adjusts sluggishly because of oc- 
cupational and geographical immobilities, ignorance 
of opportunities, and the lethargy of custom and 


tradition. To keep full employment, some areas will 
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necessarily have labor shortages. 

With these powerful inflationary forces at work 
the odds are against stemming the inflationary tide. 
To stop it will require (1) more unemployment than 
we want, (2) direct controls—equally unpalatable, 
(3) sacrificing adequate defense, schools, and other 
vital programs we desperately need, or (4) getting 
along without some personal luxuries. If the first 
three are ruled out as impractical we are left with 
a clear, though difficult, choice: more inflation or 


JOB INSURANCE IN A FREE ECONOMY 


L. C. Butcher* 


“Issues in Job Insurance” as published in the July 1957 Atlanta Economic Review raised certain 


issues which merit further consideration. 


This writer stresses that job insurance in America is not patterned after the British dole, is not and 
should not be viewed as a welfare program, should remain a Federal-state activity without unduly restric- 
tive Federal standards, and he suggests definite criteria for judging legislative proposals. 


Job insurance in the United States was not born 
in the depression years of the 1930’s as most seem 
to think. The subject of insurance against unem- 
ployment had been discussed actively in America 
since 1907. The Wisconsin plan, the first adopted 
in the United States, was originally proposed in 
1921. It is important to note that the Wisconsin 
plan was exclusively an American product. It was 
neither a copy of British unemployment compensa- 
tion nor a brain child of the Roosevelt Administra- 
tion. As a matter of fact, the chief architect of the 
Wisconsin plan, Professor John R. Commons, wrote 
that: 

. it avoided the socialistic features of British law 
because the state did not go into the insurance business; 
it avoided paternalism because it did not pay out relief 
for avoidable unemployment; and businessmen were pro- 


vided the incentive to make a profit or avoid a loss by 
improving the efficiency of labor management. 


The British plan assumed that unemployment was 
caused in most part by conditions outside the con- 
trol of the employer and was thus unavoidable dis- 
aster, the cost of which should be borne by the gov- 
ernment or society as a whole. They believed that 
unemployment compensation could do nothing to 
prevent unemployment, but was only to ease the 
burden of the unemployed. The employer had 
practically no responsibility under this system. The 
payment of benefits did not increase the employer’s 
costs; taxes were at a fixed rate on his payroll; no 
incentive existed for him to help prevent abuses, 
or to stabilize employment. 

American Concept of Job Insurance 
The American concept of job insurance was, and 





*Mr. Butcher is Chief of Methods and Training, Employment Security 
Agency, Georgia Department of Labor. 


is, that employers could, and do, do a great deal 
to stabilize employment. The Wisconsin plan recog- 
nized that unemployment may have causes other 
than those for which the employer should be held 
fully responsible. It held to traditional American 
views by denying benefits to those who caused their 
own lack of work. The major emphasis was, and is, 
jobs and not “doles.” 

The philosophy, motives, and objectives of the 
Wisconsin plan were influential in shaping the un- 
employment compensation title of the Federal So- 
cial Security Act of 1935. 

Congressional views may be determined from the 
following excerpts from Senate document of the 
74th Congress: 

Benefits should be limited to 


- + + partial compensation during a relatively short 
period following unemployment, while the worker is seek- 
mm 4 other employment or waiting to return to his old 
job.! 


* 


We ... believe that the Federal law should provide 
for recognition . . . to employers who have regularized 
their employment . . . All unemployment cannot be pre- 


vented by any employers, but many employers can do 
much more than they have done in the past to regularize 
employment.? 


* 


The Senate Finance Committee Report also indicates 
that the cost of benefits, limited both in amount and du- 
ration, “is very properly to be regarded as a part of 
the legitimate costs of production, to be paid for by 
the consumer.’ 

From these quotations, it is evident that Congres- 





1. Senate Report No. 628, 74th Congress, First Session, p. 12. 
3: me. po i. 
3. Ibid., p. 12. 
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sional emphasis was placed primarily upon the pay- 
ment of cost-related benefits—benefits of a partial 
amount of wages for a limited duration, to the in- 
voluntarily unemployed. 
Basis of Weekly Payment 

Job insurance weekly amount should aim to pro- 
vide a basic minimum layer of protection and in no 
event should ke high enough to discourage the in- 
centive for seeking and maintaining employment. 
The original program was based on the concept that 
benefits in excess of 50 per cent of the full-time 
weekly wage would tend to diminish the incentive 
to seek work and accept suitable work. That con- 
cept is still valid today. Since job insurance pay- 
ments are free of income tax, transportation, cloth- 
ing, lunch, social security, and other expenses, care 
must be exercised in establishing the level of job 
insurance payments to assure that such payments 
are sufficiently below take home pay to keep an 
incentive for steady employment. 
Duration of Payments 

The duration of job insurance payments must not 
be long enough to permit continuous or prolonged 
co-existence of unemployed claimants and job open- 
ings. Job insurance duration should not be of such 
length as to postpone needed individual adjustments 
to changed conditions. Extension of maximum dura- 
tion beyond 26 weeks in any benefit year is at 
variance with the basic purpose of the law. Six 
months of unemployment should be the top limit 
for a “temporary” insurance program. If unemploy- 
ment persists after this, other programs such as 
relief and retraining programs would seem to be 
more applicable. 
Eligibility and Disqualification 

Eligibility and disqualification provisions serve 
to restrict job insurance payments to those whose 
unemployment falls within the scope of protection 
provided. In a broad sense, these provisions express 
the public interest because they aid the program 
to function as intended. Claimants who meet the 
qualifying wage and employment requirements 
must also satisfy certain other tests as prerequisites 
to the receipt of job insurance payments. 
Able to Work 

Each claimant, in order to receive job insurance, 
must be “able to work.” This qualification is made 
for the purpose of determining the claimant’s cur- 
rent presence in, or absence from, the labor force. 
It is not a question of skill or training, but largely 
a physical or medical matter. 
Available for Work 

Each claimant must be “available for work.” This 
is a test of attachment to the labor force. An in- 
dividual cannot be on a vacation at the beach and 
be available for work. Of course there is only one 
real test for determining availability—the offer of 
a suitable job. Employers listing their job needs 
with the State Employment Service assist in pro- 
viding this work test. 


Postponement and Cancellation 

Disqualification from job insurance payments 
differs from the tests of eligibility by reason of the 
fact that it usually results in a postponement and 
cancellation of a portion of potential insurance. 

The principal circumstances for which postpone- 
ment and cancellation are imposed are those of 
fraud, voluntarily leaving employment, discharge 
for misconduct, and refusal of suitable work. Under 
Georgia law, if a claimant misrepresents the facts, 
makes false statements, or fails to disclose facts 
concerning his eligibility, he forfeits all job in- 
surance rights for more than a year and may be 
subject to a fine and/or imprisonment. The longest 
period of postponement and cancellation of a por- 
tion of potential insurance for discharge is eleven 
weeks. This is done when, in connection with his 
work, the worker has given extreme cause for his 
discharge. The postponement begins when the claim 
is made, and may cover any such discharge in the 
past 52 weeks. For quitting any job during the 52 
weeks just before making a claim, or for failing to 
accept any offer of suitable work during that time, 
the longest period of postponement and reduction is 
nine weeks. 


In cases in which a labor dispute is involved, the 
postponement lasts until the end of the work stop- 
page caused by the dispute if the claimant is par- 
ticipating in or directly interested in the dispute. 
The payment of job insurance to people involved in 
industrial disputes is not related in any manner to 
the basic purpose of the program. It is contrary 
to the public interest to permit the use of joj) in- 
surance funds to subsidize employees or empioyers 
in case of an industrial controversy. 

Job insurance should be paid as a matter of right 
to individuals suffering a job-connected loss, with 
the expectation that they will soon be re-employed. 
Eligibility and disqualification provisions exist in 
any soundly conceived insurance program. 
Financing 

The original Social Security Act levied a job in- 
surance tax of 3 per cent upon wages. It further 
provided that 2.7 per cent could be paid to the state 
agency administering the insurance fund. The .3 per 
cent balance is collected by the Federal government 
to cover administrative expense which is granted 
to the several states by Congress through a budg- 
etary system. Any balance left is returned to the 
states’ trust funds on a pro rata basis. Through em- 
ployer experience rating under the Georgia Employ- 
ment Security Law employers may secure a tax rate 
as low as .25 per cent (14 of 1 per cent). 

Unemployed Georgia workers have been paid 
$165,000,000 in job insurance payments since 1938. 
Employers have saved $245,000,000 since 1942, 
when the experience rating provisions became 
effective. 

Principles of Experience Rating 
It is generally considered that experience rating 
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has three principal objectives and advantages which 
make the case for its use in setting tax rates in the 
program: 


1. Experience rating allocates properly the cost 
of job insurance as a cost of production to those 
who are responsible for it. It is a basic principle of 
the American economic system that the special 
costs inherent in the production of a given product 
be reflected in the cost and price of that product. 


2. Employment stabilization is a basic air of the 
job insurance program. If experience rating were 
not included in employment security legislation the 
law would provide no incentive for the employer to 
do anything to control unemployment. Under flat- 
rate taxation, as some suggest, the employer could 
most likely profit by judicious layoffs during diffi- 
cult times. The record of the states under expcri- 
ence rating is a revelation. A higher degree of 
stabilized employment has been developed than was 
previously believed possible. Far-reaching benefits 
for the economy at large have resulted as employers 
have solved many problems in irregular operations. 

The less efficient manager of labor must reflect 
higher unemployment costs in his product cost. 
Under the realities of competition for sales he is 
induced to reduce those costs if consumers will not 
pay the price. This cost-consciousness has led to 
positive benefits in terms of employment stabiliza- 
tion. 

3. The incentive for employers to reduce costs 
by protesting the payment of improper claims is 
prompted by experience rating and is in the public 
interest. It makes possible the more effective po- 
licing of the system by state administrative offi- 
cials. Control of claims and the exposition of fraud 
and abuse are made possible by close employer co- 
operation. Without it, the claimant may make 
allegations as to the reasons for his separation with- 
out much fear of the discovery of wrongful testi- 
mony. Effective employer interest aids in preserv- 
ing insurance funds for those entitled to them and 
helps to make sure that those not entitled do not 
receive them. 

The critics of experience rating are actually 
attacking the basic scope and purpose of the em- 
ployment security program. They claim that em- 
ployment stabilization is entirely beyond the scope 
of individual employer action and that the respon- 
sibility for unemployment is collective, involving all 
of society. On this basis, it is contended that all 
employers should pay the same rate. 

The critics dislike and fear the employer interest 
stimulated by experience rating. Without employer 
interest and cooperation, the program could soon 
be turned into a major tool of socialism. Data on 
protested and contested claims reveal that the great 
majority of employers have not tried to delay or 
prevent the payment of proper claims. There is 
much evidence, on the other hand, that employer 
interest in the system has resulted in the denial of 


many unjustified claims which might otherwise 
have been paid. 
Nationalization vs. Federal-State System 

The present Federal-state program represents a 
potentially effective solution to employment security 
in this country. The pressure to adopt a completely 
nationalized program has been so continuous and 
intense that it deserves consideration. 

In 1935 the question of the degree of Federal 
control to be exercised over employment security 
programs was a subject of major debate in the 
President’s Committee on Economic Security. On 
this point the report of the Committee stated: 

All things considered, however, we deem it the safest 
and soundest policy to confine the role of the Federal 
Government with respect to this problem at this time 
to removing obstacles to state action, safeguarding and 
liquidating the reserve funds and aiding the states with 
their problems, leaving to them primary responsibility 
for administration. 

The Secretary of Labor was also of the opinion 
that few Federal minimum standards would be 
necessary. When these views carried the day, it 
was a strong blow to the advocates of a completely 
nationalized system and also to those who believed 
that a workable Federal-state system could not be 
developed without the vesting of a considerable de- 
gree of control in the Federal government. 

Since the inception of the Federal law, there has 
been continuing pressure for nationalization of the 
system. Bills have been introduced in Congress to 
accomplish this in one big step. It has also been 
tried by innocent-appearing proposals which would 
accomplish this purpose indirectly. Congress has 
turned down all such proposals. These proposals 
have been backed by those who advocate greater 
and greater centralization of authority in the Fed- 
eral government. 

Acting under the guise of “improving” the sys- 
tem, those who would nationalize indirectly have 
advocated legislation which would subject the states 
to increasing Federal standards, remove their dis- 
cretion in the establishment of weekly amounts and 
duration, restrict their ability to disqualify unwar- 
ranted claims, and do away with experience rating. 

Federalization would be fraught with many haz- 
ards to our existing political and economic system. 
Obviously, it would increase Federal control over 
individuals, businesses, state governments, the 
economic system in general, and be unresponsive to 
community needs, as well as spur the growth of 
an already gigantic bureaucracy. 

Grounds for Judging Propcsals 

Any proposal for changing any portion of the 
present system of job insurance and employment 
security should be judged on the following grounds: 

1. Does the proposal contribute to the most 
effective and economically sound fulfillment of the 
purpose of job insurance? 

2. Does the nature of the proposal fulfill tested 


concepts of the degree of government supervision 


. House Document No. 81, 74th Congress, First Session, January 17, 
> p. 13. 
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over individuals and the economy at large? 

3. Does the proposal provide for continued state 
administration without restrictive Federal stand- 
ards? 

4. Is the proposal liable to be a vehicle by which 
various pressure groups can impose their desires 
on individuals and the economic system? 

5. Does the proposal assure determination of 
sound weekly amounts, properly financed and 
efficiently administered? 
~ If these are used in judging all proposals, the true 
objectives of the program can be achieved without 
sacrificing any essential elements of the Federal- 
state system. 

Effect on Improvements 

A basic argument of the federalizers is that 
development of a national program would also bring 
many needed improvements. On the other hand, the 
states have moved much more rapidly than has the 
Federal government in correcting deficiencies. 
Where changes were needed in the states, they have 
been made; and a comparison of such progress with 
that of the Federal government under its program 
of Old Age and Survivors Insurance illustrates how 
rapidly needed changes might be expected if com- 
plete Federal control existed. 
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Nationalization would prevent the desirable ex- 
perimentation of the states to find the most effi- 
cient and economical ways of providing cost-related 
payments to those who need them. In place of this, 
it would bring nationally uniform job insurance 
amounts out of proportion to local wage levels, 
incomes, business conditions, and _ other local 
realities. 

Effect on Administration 

From the administration standpoint, there is little 
question that centralization would make administra- 
tion slow, costly, and inequitable. 

The federalizers would embark upon an untried 
program having disadvantages which far outweigh 
any benefits it might have. The many sound fea- 
tures of the present Federal-state system would be 
sacrificed in favor of an inflexible, centralized 
scheme which might be inequitable, more costly, and 
dominated by the “social welfare” attitude. 

This is not to say that the existing system need 
not be improved. However, the states have given 
and can be expected to give increasing consideration 
to improvements in job insurance amounts, cover- 
age, eligibility questions and other important fac- 
tors. It is to be expected that such improvements 
will continue to be made, consistent with conditions 
within the states. 
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TEXTILES IN THE SOUTHEAST 


One of the most difficult questions in economics 
is why an industry moves out of one area and into 
another. It is a difficult question, not because no 
reasons are known, but because so many reasons 
are possible. It is a very easy matter to assign a 
reason, but it is an enormously complex proposition 
to assign a correct set of reasons and give them 
their proper relative weight. 

In addition, the specific reasons and relative 
weights will vary with each individual case. There 
are three rather broad classifications of factors 
that are almost always involved in the movement 
of industry. The classical economists said that there 
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were three factors of production: land, labor, and 
capital. These three factors are still involved, but 
as a practical matter their meaning changed some- 
what when we shifted from a primarily agricul- 
tural economy to a primarily industrial economy. 
This is especially true when we discuss why a 
product was once produced primarily in one area 
and has now shifted in large measure to another 
area. In place of the simple, but elusive, word 
“capital,” we now have “marginal utility of cap- 
ital.” Books have been written on the exact techni- 
cal meaning of this phrase, but what it means to 
the businessman and banker is, “Under what cir- 
cumstances does money earn the most money?” 
Next we consider the term “labor,” and what it 
means. We often hear the terms “cost of labor” 
and “cheap labor” as the explanation for every- 
thing from geographical shifts of industry to for- 
eign penetration of domestic markets, and it some- 
times is. But these are deceptive terminologies un- 
less clearly analyzed. Low labor costs do not really 
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have anything to do with what the worker is paid 
per hour, or per week, or per month. The important 
thing is what he is paid per unit of production. 

Land will be the subject of an entirely separate 
article. Suffice it to say for the present that land 
costs are still a factor in the location of industries, 
and that planned industrial tracts with adequate 
utilities and favorable tax climate do have a strong 
attraction for industrial plants. 

What is the application of these factors to the 
case at hand; namely, why the heavy movement of 
textile industries from the Northeast to the South- 
east? Each of these factors played a part although 
the first two (capital and labor) played a much 
larger part than the third. 

First of all we should get a clear picture of what 
really happened and when it happened. To answer 
the second part first, practically all of this move- 
ment has occurred within the life span of still liv- 
ing men. What really happened was not so much 
that textile companies then in business suddenly 
transferred their operations to the South, but 
rather that as new plants were built they were built 
in the South. It is true that some of the larger 
northern mills began branch operations in the 
South, but this was not a basic characteristic of 
the movement. 

Interestingly enough, although the increasing im- 
proved availability of capital for southern mills 
was one of the main reasons for this movement, 
it was not, for the most part, southern capital. This 
capital flowed from the financial centers of the 
North. It traveled more than a thousand miles from 
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Boston and New York into the Carolinas, and 
Georgia and Alabama. 

The reasons for this southward flow of capital 
are almost as obscure as its pattern. Part of the 
reason was improved technology, and part of the 
reason was the low cost of southern labor. Keep in 
mind, however, the distinction made earlier be- 
tween low labor costs and low hourly wages. 

The technological changes were in textile ma- 
chinery itself. The automatic loom first made its 
appearance around the turn of the century and is 
typical of the changes that were taking place. These 
looms were a great deal more expensive than the 
older types, and their adoption for replacement 
equipment in established mills occurred very slowly. 

Parallel with mill owners’ reluctance to buy the 
new equipment because of its price was the re- 
luctance of labor to use it. Over a period of years 
the work loads in northern mills had become well 
established, and the workers did not want to pro- 
duce more, even with the assistance of automatic 
machinery. The old bogeymen of overloading and 
technological unemployment were resurrected. The 
net result to many of these workers in the long 
run was not overloading, but no load at all; not 
technological unemployment, but actual unemploy- 
ment, real and permanent. 

In the South, on the other hand, just the opposite 
situation was taking place. Automatic equipment in 
southern mills was the original equipment, and 
there was no decision regarding change-over to be 
made. Of course the legal title to equipment in 
these mills, and sometimes even the mill itself, was 


THE TEXTILE INDUSTRY: A COMPARISON 
BETWEEN THE SOUTHEAST AND NORTHEAST—1957 


Spinning Weaving Knitting Synthetic 
Number of Number of Number of Number of Number of No. of Knitting ‘Number 
Mills Spindles! Mills Looms? Mills Machines? of Mills 
SOUTHEAST 
Alabama 60 1,860,163 44 32,320 30 2,887 3 
Florida 1 4,732 3 39 12 167 2 
Georgia 131 3,769,352 106 62,749 71 10,969 1 
Louisiana 3 43,635 1 1,362 2 172 
Mississippi « 124,398 8 2,390 17 1,619 
North Carolina 357 7,430,597 196 97,594 482 49,893 3 
South Carolina 162 6,421,366 173 148,596 31 2,587 4 
Tennessee 39 799,138 19 8,112 91 17,585 7 
Totals 760 20,453,381 550 353,162 736 85,879 20 
NORTHEAST 
Connecticut 44 428,422 52 9,087 27 1,757 5 
Maine 52 587,002 45 11,408 14 98 
Massachusetts 134 1,971,577 168 44,074 75 4,814 
New Hampshire 52 426,809 53 8,533 17 1,045 1 
Rhode Island 69 830,799 104 15,953 17 864 1 
Vermont 17 65,908 13 1,240 5 151 2 
Totals 368 4,310,517 435 90,295 155 8,729 9 


1. Includes spinning, twisting, throwing spindles—all manufacturing systems and fibers. 


2. Includes both broad and narrow looms. 


3. Includes circular, full-fashioned, and other type knitting machines. 


Source: Textile Industries, W. R. C. Smitn Publications, Atlanta, Georgia. 
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vested in northern banks and equipment manu- 
facturers, but for the first time the South was 
processing its own products in quantity. 

As for southern labor, workers were mostly 
“fresh from the farm” and had no preconceived 
notions about what their work loads should be. This 
was low cost labor because they worked harder and 
used the best available equipment—production was 
up and unit costs were down. These low production 
costs made this type of enterprise profitable, and 
a profitable enterprise can always attract additional 
capital—and so the cycle was begun. 

Present Distribution of the Textile Industry 

The comparative figures! shown in the accom- 
panying table dramatically illustrate the extent of 
the movement of the textile industry by 1957. It 
will be noted that there are eight states in the 
southeastern tabulation and only six in the north- 
eastern tabulation. Some economists feel that Mis- 
sissippi and Louisiana should not be considered a 
part of the Southeast as far as the pattern of tex- 





1. These figures were compiled by and are used with the permission 
of Textile Industries, a monthly publication of W. R. C. Smith Publica- 
tions, Atlanta, Georgia. 

2. “The Southeastern Corner,’’ The Atlanta Economic Review, De- 
cember 1956, pp. 14-15. 


tile industries is concerned. As was indicated in 
the first article of this series,? if there is disagree- 
ment as to what constitutes the Southeast in a 
particular activity, the states will be listed individ- 
ually. This has been done in this case. 

In considering statistical material relative to the 
textile industry it is usually examined in two ways. 
One way is to count the number of mills engaged 
in spinning, weaving, or knitting. The other is to 
count the number of machines these mills have 
available for each of these processes. The reason 
for doing it in this way is so that comparisons may 
be drawn of average size, productive potential, etc. 
It also tends to avoid the distortions that would 
occur if there happened to be a very small number 
of large mills, or a very large number of small 
mills in a particular locality. 

In recent years it has become customary to add 
the number of mills equipped to process synthetic 
fabrics in a particular locality. The number of ma- 
chines is usually not included in this category as 
they are of a highly specialized nature and com- 
parisons would be almost meaningless. 

The Tampa Trade Area will be covered in next 
month’s “Southeastern Corner.” 























